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THE OUTLOOK FOR REAL ESTATE IN 1957 


k have been experiencing the longest realestate boom in history 
\W For the past21l years, residential rents have constantly inched upward 

Building material prices for the past 23 years, with only two minor 
setbacks, have shown the same tendency. The values of existing houses have 
generally trended up for 24 years, with a very pronounced upward movement for 
the past 13. The cost of building a new house, with only minor interruptions, has 
increased for the last 24 years. Foreclosures have dropped rather consistently 
for 21 years. Even real estate taxes have advanced each year for the past 12 
li we measure real estate booms by the relationship of the number of voluntary 
transfers to the number of families, as we have on our long cycle chart, we find 
the following length booms from the Civil War period to the present. In the table 
below we have counted as the beginning of the boom the year in which real estate 
ictivity surged strongly upward above the normal line. We have considered the 
boom ended when real estate activity dropped below the normal line. 


DURATION OF REAL ESTATE BOOMS 
Boom Started Boom Ended Interrupted Net Length 


1849 1855 yr. 5 yrs. 
1870 1875 5 yrs. 
1887 1893 6 yrs. 
1902 1910 yr. 7 yrs. 
1919 1929 , 9 yrs 
1943 1956 13 yrs. 


It will be noticed from the foregoing table that there seems to be a tendency for 
the booms to be getting longer, but even taking this into account, the present 
period has continued for an unusually long time. 


It is most difficult to forecast the future in periods of transition. When any 
factor is rising, year after year, the safest forecast is that it will continue to 
© rise for another year. The only time when this forecast would cease to be true 
is when the turn finally comes and the readjustment period begins. In a similar 
manner, after the readjustment starts, the forecast most likely to be true is that 
1 downward trend, once started, will continue for at least an additional year 
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The difficulty in forecasting, however, is to determine when the underlying 
trends have turned. Certainly, after a boom has continued as long as the present 
has, it can no longer be assumed that upward trends will continue auto 


There are many tactors in the situation today which are disturbing. The 
first of these, of course, is the international situation. During the past 50 years 
we have seen the British Empire disintegrate. Today, Great Britain is no longer 
a major influence in world affairs, and is perilously close to bankruptcy in her 
internal economy. The very fact that British banks are allowed to carry British 
Government bonds at cost in their statements, rather than at market value, is an 

dication that her crumbling financial structure has been shored up with props 
that may give way any day. The situation in France is little better, and though, 
doubtedly, the United States will endeavor to support the economies of both 
yuntries, it is doubtful whether this support can have any more than an ameliorat 
effect. Churchill might state that he did not become ‘His Majesty’s first 
inister in order to preside over the liquidation of the British Empire”; but even 
superb oratory could not prevent the collapse of the weakened structure 


here is no assurance that the disintegration of these two countries will not 
proceed considerably further during the next 10 years, with serious repercussions 


in this country 


The second factor which we view with considerable trepidation is that we are 
yw Starting a 13-year decline in the number of persons in our population reaching 
35 years of age each year. The studies of both the FHA and the Veterans Admin 
istration have shown that it is persons around the middle thirties who form the 
reat bulk of the home buyers. It is true that we have now passed the end of the 
decline in number of persons reaching marriageable age each year, but apparently 
the younger married couples do not purchase homes during the early years of their 
marriage; they are generally found in the renting group. 


The chart on page 4 shows the rate at which the number of persons reaching 
35 years of age each year has been increasing, attaining an all-time peak in 
1956 The dashed line on this chart shows the trend which has been maintained 

nce 1900. Projected to 1984, this dramatizes the drop below the trend which 
will occur during the next 23 years. The decline during the next 4 years will be 
relatively slight. The lowest point will be reached in 1969. By 1975, the number 
)f persons reaching 35 years of age each year will be increasing rapidly. By 1983, 
it will reach a point considerably above the iong-term trend. 


While, undoubtedly, the smaller number of persons reaching the age at which 
homes are generally purchased will have an adverse effect on the market, this 
does not mean, particularly during the next year or two, that the change will be 
yf sufficient magnitude that, everything else being equal, it could not be over 

yme by additional sales effort. If, however, the European situation were to 
disintegrate rapidly during the next few years, the change in the business situation 
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ntry which would probably result, added to the shrinkage in the market, 
about a considerable readjustment in the real estate field. 


ifsetting to some extent the adverse population figures, the increase in the 
iverage earnings of families has frequently been pointed out. This has been dis 
issed as one of the strong stimulants to housing, and it probably will 
) the period ahead, although the figures from 1929 to 1955 do not seem too 
uuraging. By referring to the chart on page 14 in this report it will be noticed 
that the cost of a new residence and lot in 1929 was $9,300, and that in 1955 it 
was $21,620. On this basis the 1955 figure was 233% of the 1929 figure. The 
yme of the average family in 1929 was $2, 340, and in 1955 was $5,520. The 
1955 figure is 236% of the 1929 figure (this is before taxes). If the figures are 
taken after taxes, the income in 1929 was $2, 320, and the income in 1955 was 
$4,980. This is only 215% of the 1929 figure. In other words, these figures would 
indicate that the average family could not afford as expensive a house in 1955 as 
it could in 1929 


If we consider the number of weeks of gross earnings of the average produc 


tion worker required to equal the cost of our standard six-room frame house 
on a Suitable lot, we get a somewhat different answer, as the chart below shows 
This chart would indicate that in 1913, it required the gross earnings for 502 
weeks of the average production worker in manufacturing employment to equal 
the acquisition cost of a new standard 
six-room frame house. Because man- 
ifacturing workers have hada very 
large increase in earnings, a simi- 
lar house could be acquired today by 
their gross earnings for 271 weeks. 
Ifadjustments are made for with- 
holding tax, which was not a prob- 
lem, of course, in 1913, andthe work- 
er has three dependents, it would now 
require his take-home pay for 297 
weeks If he has no dependents, 


WEEKS REQUIRED TO EQUAL COST OF 
NEW SIX-ROOM FRAME HOUSE 


thereby paying the highest income tax, 
it would take his net earnings for 329 
weeks This situation is due to the 
fact that wages inthe manufacturing 
industries have gone up faster than 
nstruction costs. However, the fact 
remains that construction costs have 
one up faster than the average fam- 
income, making the housing prob- 

a little more acute for the aver- 
family than it was a decade or two 





ome groups in Washington are expecting that the future increases in buying 
power of the average family will be so much above their present levels that hous- 
ing standards will rise rapidly in the period ahead, leaving the lower quality 
housing now on the market more or less unacceptable. 


I do believe that the buying power of the average family will increase for 
commodities and services, but lam not so sure that the buying power for hous- 
ing will increase at an equal rate. If the trends of the past 40 years continue, 
the cost of housing will go up at least as fast as the increase in buying power. 


rhe chart on page 6 shows the fluctuations in the purchasing power of the 
dollar since 1917 for goods and services in comparison with its purchasing power 
for new residential construction and for the purchase of existing residential build- 
ings. On this chart, the 1939 dollar is considered as 100, as this was the period 
just prior to the outbreak of World War IL. 


he difficulty which has faced the home buyer, whether he were buying a 
new home or a used home, is very apparent when the trends are studied on this 
chart from 1932 to the present. 


In 1932 his dollar would buy one-third more in new construction than it would 
in 1939 loday it will buy less than one-third of what it bought in 1939. In other 
words, the purchasing power of his dollar for new construction now is less than 
one-fourth of what it was in 1932. On the other hand, the purchasing power of 


his dollar for goods and services is approximately half of what it was in 1932. For 
buying an existing building in 1932 his dollar would have bought approximately 
25% more than it would in 1939, while today it will buy only 35% of what it would 
have bought in 1939, or, on this basis, the purchasing power for an existing 
residence is only 28% of what it was in 1932. 


rhe big saving in housing cost in the period from the 1930’s to the recent 
past has been in the lower cost of financing and the extremely low interest rates 
which were prevalent. Since low interest rates are apparently a thing of the 
past, they can no longer offset increases in the cost of labor and materials. To 
me, this would indicate that, while the quality of housing will increase, the in- 
crease will not be so rapid as many people believe, nor will the lower priced 
housing which has been built be a drug on the market to the extent that many 
persons in Washington now believe. 


rhe chart on page 9 gives some indication of the present condition of the hous- 
ing market. This chart is based on the number of ‘ For rent” advertisements 
in 38 metropolitan areas. There are three lines on this chart, the green 
line showing the total number of ‘For rent” ads. It will be noticed that, while 
not quite so high as a year ago, the number is in excess of the number in 1940 
before the housing shortage developed. The red line on this chart shows the 
number of advertisements put in by individuals who wanted to rent a housing 
accommodation. These ads are never so numerous as the “For rent” ads, 
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but they reached their peak in 1946, at the same time that the ‘For rent” ads 
ched their lowest spot. The shaded area, where the two lines overlap, is 
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period of the most acute housing shortage. 


Both of these lines might convey the wrong impression about the present 
state of housing demand and supply, as there is no adjustment for changes in the 
size of the metropolitan areas covered. Since 1940, the population in these areas 
has increased very strikingly, and this is taken into consideration in the heavy 
black line on the chart. While this line would indicate that the acute housing short- 
age is over, it would also indicate that we have not yet gotten back to the surplus 
situation which we had before the housing shortage developed. It would be possible, 

jurse, for this trend line to rise very rapidly during the next few years, and 

light do so if the general business situation were t» deteriorate. At the pres- 
time, however, there is no real oversupply of dwelling units 


The chart below shows private housing starts from January 1950 through 
November 1956. In December 1954, new residential building was proceeding at an 
annual rate of 1,458,000. Recently, it has been hovering at a rate just slightly 


above 1 million 


(cont. on page 15) 
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(cont. from page 10) 

There is no proof that the 2-year decline has stopped, and my own opinion 
is that with tight money in the mortgage markets, we will end 1957 with some- 
where between 900, 000 and 1 million private dwelling units started. (For fore- 

asts on new nonresidential building, see pages 18 and 19. ) 


The charts on page 11 show the behavior of various types of building material 
prices and of building labor rates since January 1947. It will be noticed on both 
charts that the movement has been definitely and fairly consistently upward. It 
seems to me that during 1957 the items which will have the biggest rise will 
probably be steel and Portland cement. Portland cement will be in short supply 
because of our highway program, and because of the amount of commercial and 
industrial building, in addition to a fair amount of residential building. Steel 
will be in short supply for the same reasons plus a tremendous demand from the 
Shipbuilding industries. The demand for lumber and millwork, it seems to me, 
will not exceed that of last year. Hardware, plumbing, and heating equipment 
may exceed last year by a slight amount 


The black line on the chart opposite shows the variations in selling price of 
a typical house and lot, which has been well maintained, in a community in which 
no adverse neighborhood factors have been operating. While this line has sagged 
slightly during the past 12 months, I expect the values of existing buildings to hold 
their own very well during 1957. There will be no great decrease in the values 
of existing buildings so long as the cost of constructing a new building continues to 
increase. The green line on this chart is the selling price line, adjusted for 
changes in the consumer price index; in other words, this shows what the sell- 
ing price of the typical building would have been had we hada dollar of constant 
purchasing power for goods and services during the period. ‘The fact that housing 
has been getting more expensive for the 
average family is shown by the fact that 
from 1931 to the present there has been a ee 
rather pronounced upward trend in this ) 
line, adjusted for changes in the purchas- 
ing power of money. Were housing get- 
ting less expensive for the average fam- 
ily, this line would have trended down- 
ward in place of upward. 


As long as there is no great drop in 
the selling prices of existing buildings, 
foreclosures, which are at a very low all- 
time level (see the red line on page 13), 
will remain low. The small chart to the Foreclosures 
right shows the month-by-month fluctua- 
tions in this line for the last 3 years. It 
will be noticed that the trend is up, but 
the rate is so low that this upward trend 
is not yet significant. 
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Compared With 
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he chart on the page opposite shows what has happened to office building 
rents and residential rents, and office building occupancy and residential occu- 
pancy since 1915. 
e Both office building rents and residential rents are at new all-time highs, 
and both will continue upward during 1957. 


Actually, both office building rents and residential rents are very low at the 
present time, if they are considered in relationship to replacement cost of office 
buildings and single-family residences. In view of the changes in replacement 

st which have come, office building rents should be much higher than they are 
In order to restore the same relationship of construction costs to residential 
rents which existed in the 1920’s, the level of residential rents should be almost 
twice their level as shown on this chart 


rhe chart below shows the trend in the real estate tax load per family in 
the principal cities of the United States from 1921 to the present. One forecast 
which can almost always be made without hesitation is that the average real estate 
tax load per family will increase. A forecast of this sort made for any one of the 
last 12 years would have been correct. Undoubtedly it will again be correct in 
1957, as the cost of city and State governments is still continuing to rise 
New residential building has made necessary the construction of new streets and 
sewers, and of new schools. 


a (cont. on page 21) 


Average (Median) Real Estate Tax Load Per Family 
in Cities of the United States 


§ 220.00 


$162.36 


Dollars Per Family 


$110.10 
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NEW CONSTRUCTION IN CONTINENTAL UNITED STATES 
1956 and Outlook for 1957 (Millions of dollars) 


& Type of construction 1956 1957 thange 


TOTAL NEW CONSTRUCTION .. . 44,125 46, 400 


PRIVATE CONSTRUCTION. ..... 30, 700 31, 400 
Residential building (nonfarm) ... . 15, 200 14, 700 
New dwelling units ..... sae 13, 370 12, 700 
Additions andalterations ..... 1, 385 1, 500 
Nonhousekeeping .......... 445 500 
Nonresidential building (nonfarm) .. . , 800 , 275 
Industrial a ae ; ah eae be %s , 3, 060 , 200 
OIE 4-0. <e<5 aw ot ae ee eA 3, 300 , 300 
Office buildings and warehouses .. . , 365 500 
tores, restaurants, and garages , 935 , 800 
Other nonresidential building... . 2, 440 2,719 
Religious ee eee oe ae 775 875 
ROCRTRORS 4 kg a os me eee es 535 550 
Hospital and institutional ...... 325 400 
Social and recreational eae, 270 300 
Miscellaneous... ere ee ee 535 650 
Farm construction ....«.«+ss2ee-. , 500 , 550 
Public utility ee Aree ee ae eer ee 5, 080 , 750 
Railroad 5 dae Cee ae eee es 435 450 
Telephone andtelegraph ...... 970 , 075 
Other public utility ........... 3,675 , 225 
LOCK. EFONOM 2. kt Sr akY palma: We Ce 25 25 
Pipe lines Pe a re an ee eee 350 375 
Electric light and power .. ; ; 900 100 
Gas or a ies Tae are oe 400 725 
SE 2 ee ee ee 120 125 


PUBLIC CONSTRUCTION Sy oe rae 3, 425 5, 000 
Residential building. ......... 275 450 
Nonresidential building ....... 050 , 500 
Industrial ca ie ig et) a. ee — 425 425 
| Sr i a 2, 560 2, 850 
Hospital and institutional ....... 305 375 
Other nonresidential building... . :, 760 850 
eee TRCUMIOS . 6 aa ss 6 ee , 420 1,525 
Highway ed ee ae ee ee 5, 100 5, 500 
ewage disposal... . oe ee ee 710 875 
Water supply a ee ae : : 580 675 
Public service enterprises ...... ; 450 475 
mnservation and development .. . ; 660 800 
fs & ea 180 200 
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(cont. from page 17) 


The chart on page 18 shows the Government forecast on new construction 
for 1957 in comparison with the dollar totals of construction for each year from 
1945 to the present. From the table on page 19, it will be noted that the fore- 

ist is 5% higher than the estimated for 1956. Whether actual construction 
in 1957 will reach the estimated amount will depend, I think, upon the amount 
f curtailment which many large corporations make in their present expansion 
plans here is a possibility that the tight money situation may cause a num- 
ber of these companies to postpone for a year or so plans that they hoped to 
irry Out during 1957. 


he chart at the top of the page opposite shows farm values per acre in the 
ited States from 1919 to the middle of 1956. It is remarkable that, in spite of 
all of the agitation for parity payments for the farmer, average values per acre 
have continued up for 11 of the last 14 years, witha very consistent trend during 


1955 and 1956. 


The average value of farms in the United States is $89.38 per acre. The 
iverage size farm is 242.2 acres. The value per acre is derived by dividing 
the total sales price of the farm, including buildings, by the number of acres 
One of the results of this method is that States having small farms will show a 

gher average land value, everything else being equal, than States in which 
the farms are large, as the value of the buildings is added to fewer acres 


There is great variation in the value per acre figures in the United States, 

inning from a low of $16.31 per acre in Wyoming to a high of $444. 81 per acre 

New Jersey. The map at the bottom of the page opposite shows the average 
ilue per acre in each State. 


There are several factors which contribute to high land values per acre 
Probably one of the most important is the proximity to markets. Ina level plain 
if equal fertility, as pointed out by Von Thunen over a century ago, those farm 
lands would be most valuable which were closest to consuming centers 


A second factor which affects the value of farm lands is the relative fer- 
y of the soil; here we include climatic conditions which contribute to fer 


lity 
tility 
rhe third factor would be the speculative value of farm lands for a future 
1S¢ ther than agricultural purposes. This would include farms close to met 
ypolitan areas where, within a period of years, the land now used for farms 
will be subdivided and developed into homesites, industrial locations, and shop 
ping centers. The small size of the State of Rhode Isiand has given practically 
ill of the farm land in the State a speculative vaiue for future use other than 
farming, and the same thing is true of some of the ground in New Jersey, Con 
ticut, and Massachusetts 
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The chart opposite shows the net income to agriculture as a percentage 
of value of all farm real estate in the United States from 1910 to 1956. It should 
be remembered that, in a strict sense, not all farm net income should be treated 
aS a return to the land and buildings, as part of it would be a return on the enter- 
prise of operating a farm, a return on the labor of the farmer and his family, 
and on the money invested in tools and equipment. Comparing all net income, 
however, to the value of all farm realestate, farms at the present time are 
selling for 9 times the annual net income. (The net income is 11. 1% of the value 
of the farm.) In 1943, farms sold for only 35 times the net income in that year. 
Prior to the war, the price for which farms sold varied between 5} and 18} times 
the net earnings. The very high multipliers occurred in 1932 at the bottom of the 
farm distress, and in 1921, when a major readjustment took place on the farms 
after the end of World War I. 


I think a word of warning in connection with these percentages is necessary. 
It should be kept in mind that these multipliers of, for instance, farms selling 
at the present time at 9 times the annual net income, are average figures for the 
entire United States and for all types of farming operations. Certainly there 
would be great variations in these multipliers for specific farms in specific 
locations. Farming is a general subject which covers many very dissimilar 
operations, varying from large cattle ranches of thousands of acres in the South- 
west, to citrus farms in Florida and California, and truck gardens in the neigh- 
borhood of large cities. Clearly, the multipliers on these different types of 
operations would have to be very different. 


It appears from this chart that farm values per acre, as a national average, 
in relationship to net income from farms, are about back to the long-term level, 
with the unusual conditions which affected farm values from 1939 on, pretty much 
washed out of the picture. It seems that farm values, on the average farm, 
cannot increase much further unless net farm income also increases. 


The chart on the following page shows the cash income from farm market- 
ings for various types of farm products from 1938 to the present. It also shows 
that Government payments, while they have increased in the recent past, are 
still relatively low in comparison with the period from 1938 through 1947 


In conclusion, summarizing all of the favorable and unfavorable factors, it 
seems to me that real estate, urban and rural, will have another good year, not 
setting new records, but still good in comparison with the average of the past 


lo the operator who has experience and is willing to work, the emphasis 
during the next few years should be on efficient low-cost operation. It will be 
necessary to get rid of the frills and to get down to fundamentals to succeed in 
a more competitive market. 
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